WAC 458-20-199 Accounting nethods. (1) Introduction. I n
conputing tax liability under the business and occupation tax and
the retail sales tax, one of the follow ng accounting nethods
must be used. This is true for all businesses, whether their
activity involves the sale of tangi ble personal property or the
rendering of services. (See WAC 458-20-197 for an explanation of
when tax liability arises under the accrual nethod versus the
cash recei pts nethod.)

(2) Method one, cash basis. A taxpayer may file excise tax
returns in each reporting period with figures based upon cash
receipts only if the taxpayer's books of account are regularly
kept on a cash receipts basis. (See RCW 82.04.090.) A taxpayer
whose books of account recognize incone at the tinme a sale is
made or a service is rendered, regardless of when paynent is
received, is keeping its records on an accrual basis and mnust
report and pay tax on the accrual basis. For those taxpayers who
mai ntain formal accounting records, the departnent of revenue
will generally |ook to the revenue accounts of the general | edger
of the taxpayer and to the method of accounting used for
reporting of federal incone taxes to determ ne when the incone is
recogni zed. However, all records of +the taxpayer wll be
considered by the departnment in determ ning whether the records
are being kept on an accrual basis, particularly for those
taxpayers who do not maintain formal records such as a genera
| edger.

The fact that a taxpayer nakes sales "on account” and has
records to identify the accounts receivabl e does not preclude the
taxpayer fromreporting on a cash receipts basis. Taxpayers can
have accounts receivable and still report on the cash basis,
provi ded the accounting records, such as the general |edger or
federal inconme tax returns, do not record the sales on account as
income until the cash is actually received. |If a taxpayer keeps
a general |ledger on an accrual basis and federal incone tax
returns on a cash basis, the taxpayer may elect to report state
tax returns on either the cash basis or the accrual basis.
However, once a reporting basis is selected, the reporting basis
may not be changed w thout authorization from the departnent
unless the method for reporting federal taxes changes or the
met hod used in keeping the records changes. A taxpayer who
maintains its records throughout the year on a cash basis,
including a general Iledger, and elects to mke a worksheet
adjustnment at year-end to report federal taxes on an accrual
basis, will be permitted to report state taxes on a cash basis.

(3) Method two, accrual basis. A taxpayer who does not
regul arly keep books of account on a cash receipts basis nust
file returns with figures based on the accrual nethod. These
t axpayers nust report the gross proceeds fromall cash sal es nmade
in the tax reporting period in which the sales are nade, together
with the total anpbunt of charge sales during such period. The
| aw does not require a taxpayer to use a particular accounting
system However, the taxpayer nust report based on the system of
accounting used by the business, regardless of the taxpayer's



reasons for selecting a particular accounting system It will be
presuned that a taxpayer who is permtted under federal |aw or
regul ations to report its federal income taxes on a cash basis
and does do so is mamintaining the records on a cash basis. A
t axpayer who maintains a general |edger on an accrual basis and
files federal tax returns on an accrual basis mnmust also report
state tax returns on an accrual basis.

(a) Taxpayers who nmke installnment sales or |eases of
tangi bl e personal property nust use the accrual nethod when they
conpute their tax liability. (See RCW 82.08.090, WAC 458-20-198
and 458-20-211.)

(b) In the case of rentals or |eases, the inconme is
considered to have accrued to the seller in the tax reporting
period in which the seller is entitled to receive the rental or
| ease paynent.

(4) Constructive receipt. "Constructive receipt” neans
incone that a cash basis taxpayer is entitled to receive, but
will not receive because of an action taken by the taxpayer.

Constructive receipts are taxable in the tax reporting period in
which the taxpayer gives up the entitlenent to actual future
recei pt of the incone. The follow ng exanples show how this
applies to a cash basis taxpayer.

(a) XYZ has $10,000 in accounts receivable which XYZ expects
to collect over the next six nonths. XYZ elects to sell these
accounts receivable for eighty percent of their face value. Even
t hough the taxpayer only receives $8,000 from the sale of the
accounts receivable, XYZ is taxable on the full $10,000 because
it has taken constructive receipt of the full $10,000 by taking
an action to give up entitlement to the $2, 000.

(b) XYZ has $1,500 in accounts receivable from custonmers who
are delinquent in making paynent. XYZ turns these accounts
receivable over to a collection agency with the understanding
that the <collection agency may keep half of whatever s
col | ect ed. The collection agency over the next nonth collects
$500 and keeps $250 of this anpbunt for its services. XYZ is
taxable on the full $500 collected by the collection agency. XYZ
has constructive receipt of this anpbunt and the $250 retai ned by
the collection agency is a cost of doing business to the
t axpayer

(c) XYZ is involved in a bankruptcy proceeding. The receipt
of cash from accounts receivable will be placed in an escrow
account. These funds will be used to pay creditors and a portion
of these anpbunts will be given to the taxpayer. The full anount
of the accounts receivable collected and going into the escrowis
taxabl e inconme to XYZ. XYZ has received the full benefit of the
cash received from the accounts receivable through paynent of
XYZ's creditors.

[Statutory Authority: RCW 82. 32. 300. 96-12-024, " 458-20-199,
filed 5/30/96, effective 6/30/96; 92-03-026, " 458-20-199, filed
1/8/92, effective 2/8/92; 83-07-032 (Order ET 83-15), " 458-20-

199, filed 3/15/83; Order ET 70-3, " 458-20-199 (Rule 199), filed
5/ 29/ 70, effective 7/1/70.]



